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Foreword 



A year ago, as an outgrowth of the Na'tjona! Awards Program for the 
Teaching of Economics, the Joint Council on"Econpmic Education published 
Innovative Ideas in Introductory Economics, Comments and responses 
from the college and university level readers who received the experimental 
publication encouraged the .continuation of the effort, 

We are delighted with Volume 2 for several reasons. First, wi'th it we 
bring to college and university instructors the winning projects submitted to 
the National Awarcfeft^gram in ^1980. Second, we include four of the col- 
lege-level entries that were winners in previous years. Third, but most im- 
portant, we take pleasure in prbviding recognition to college-leveHnstruc- 
tors who have concerned themselves with the teaching-learning process. 
Their creative ideas and innovative strategies can, in .many cases, be 
adopted 'and adapted by their colleagues throughout the nation. 

It is anticipated'ttiat Innovative ideas in Introductory 'Economics will* 
continue to give recognition to effective institutions of higher education, to 
promote the sharing and transfer of creative and 'innovative ideas, to en- 
courage enfries to the National Awards Program, and to enhance the expan- 
sion and improvement of economic education on our nation's campuses. . 

Support and funding for the Joint Council's National Awards Program 
is provided by the International Paper Company Foundation. We extend 
our appreciation to IPCF and its vjcej jresident, Sandra Kuntz, for aiding 
hoth the op eratio ns and publications^oTtKe National Awards Program. 
j Special thanks are~ex|ended to Andrew T. Nappi, dean 6f the College 
^of Business,*Illinois State University, who served as editor of the publica- 
tion. Appreciation is also extended to Michael A. MacDowell, president, 
and Arthur L. Welsh, program* director of the JCEE for their counsel and 
assistance. Finally, we thank the judges of the collegl/university entries 
submitted to the National Awards Pcogram- Myron L.' Joseph,' Henry H. , 
Villard, and George L. Dawson -for their efforts in maintaining a program 
of high quality; their guidance makes up for the'fact that this booklet has 
been exempted from the customary review by the Publications Committee 
of the JCEE., ' o. j . 

M ' , / • / 

1 Anthony F. Suglia 

, 1 Director, Affiliated Councils 

dnd Centers Division 

. ' ' V Coordinator, National Awards Program, JCEE 



Editor's introduction *- 



Since the'inception of the Joint Council's; Awards Prograrn for 'the Teaching 
of Economics, in1962, winning projects developed by college and universi- 
ty teachers of economics and economic" educatiort. were included in 
Economic Education Experiences; of Enterprising Teacher*, along with 
materials for kindergarten through twelfth. grade. For- the first time this 
year, college-level entries a're being presented in a separate report' 'In- ' 
novativeAdeas in Introductory Economics. This first volume contains brief " 
descriptions of the prize-winning entries from the 1979 competition and 
four winning projects selected from past National Awards Programs ' 

The decision to produce a separate-reportfor those in higher education " 
♦underscores the commitmerit ma'de by the Joint Council to improve* 
economic understanding at all levels of instruction. The award-Winning 
projects summarized here illustrate the creative and imaginative approaches * 
developed by successful teachers. It is hoped ihat their example>not only 
-will stimulate-college feachers to devise improvements in introductory, 
econonucs but w^ll encourage teachers to look to and participate in the 
Awards T Program. * * « > 

Several important questions concerning the college-level competition 
are frequently asked by prospective entrants: Is the Awards Program open 
only to professors of economics} How much emphasis4^givenby the judges' 
to^important economic principles, methods of instruction, learning ac- 
tivities, and any evaluations' included in the project? Should ,the report 
describe- a unit, lesson, or semester course? Is there a specific outline for 
writing the narrative section? How much detail and explanation of 
. economic concepts and instructional techniques are required'for the judges 
to know what the project was about? Hpw much objective-evidence of what 
was accomplished should be incorporated in the report? In short; what are 
the characteristics of a prize-winning entry? • " 

The eligibility criteria seem to occasion the most confusion and need to 
be stated rather specifically: anyone teaching courses,* units, or lessons in 
economics ii^a college or university is eligible to submit a description of his 
■or her classroom-experience. Contestants may include -not only teachers of 
fconomics and economic education, W those teaching any other subject 
such as English, science, mathematics, social studies, into which* they have 1 ' 
incorporated economic concepts. Also eligible are teams-of college teachers ' 
from different -fields 6f study, who' have workecf*together to present a 
multidisciplinarx approach to economics. Th# most significant criteria for 



r eligibility relate ta wfiat «t*\e t#ach1n$| activity accomplishes in/the 
dassrodtn.* •** * *, * * \ , 

«// Preparing' ^th^ApplicaMon ' . " ' 

. * ^_ Jn i>repaxdn&-an,ehtry to fchp Awards Program, it is important tohave a' 
/ *■ gene^alized-outline in mind - almost any logical and descriptive outline will 
serve— before^ writing tfre.narrative section of the report. The following are 
, some of 'tl\e characteristics of a good project description. ^ 

1. Introduction. This section oi the narrative-is intended to intrftduce 
the judges to what is Jo'folfo.w. It set§ the stage, so to spjeak, for the rest of ^ 
* 4 ,the project des'criptipn. The introduction should be brief $n<2 should contain 
Information about thd overall purpose'of the project. The institutional en- 
vironment, class size, and other special characteristics/^ background infor- 
mation are usually described here. 

* 2. Overall goab and specific objectives. Whereas the overall goals oft 
the project can be given in, a rather generalised statement written in nar- 
rative style, s the instructional objectives should be very specific and are 
usually presehted in list form. The overall goals may bethought of asjong- 
range results. It is not necessary to prepare a long list pf objectives, Instead, 
the objectives should be clearly stated and related to* the teaching .ex- 
perience, and important economic principles should be defined.; 

• 3. Program description. Basically, the kinds of things reviewers want 
to learn from this section of the narratiye are U) what is' to be done, (b) 

* ' how it is to be done, and k) who will do it. The procedures should be ex- 
plained fully and ifi great i^tail. It can be-a serious mistake to assume„that 
. the judges will understand;^ details of what* Jto the applicant, is a well- 
understood economic principle. The sequence o£ steps .of th$ procedufe 
should be presented in logical order. However, lengthy digressions, ho mat- 

j ter how interesting to the writer, are to be avoided. Clarity implies con-' 
dsenfes. Where appropriate, assignment sheets along with sample lesson 
plans may bejncluded in the report. However, it, is not necessary to submjt 
everything the students have done. A few examples - one or two typical in- 
struction sheets or term papers, for instance— will do. This section should 
emphasize the economic concepts, matetfals, time schedule, start-up pro- 
cedures, assignments givS, activities or strafegiep u?ed, anfl should 

\ describe how .the project concluded. " i§ 

4. Program evaluation. It is essential to show the reviewers objective 
evidence of what was accomplished by the project. Therefore, a section on 



* A formal announcement of "the Awards Program,' with details concerning eligibility, form of 
submission, etc., may be obtained by writing .to * * * 

Economic Education Awards Program 

Joint Cfouncil on Economic Education * i * > 

* 1212 Avenue ofjhe* Americas^" " ' * - - - 
New York, NY 10036 

* *1 . \ 
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evaluation should be included^ the application. Some, systematic method 
of providing evidence pf the extent to which the instructional aims were 
achieved musf be used, and it must be described in the narrative.' Specifi- 
cally, whab methods or techniques were used to evaluate students' economic 
- understanding? These generally include tests of all types (short-answer 
T. aa I ^°™ an< * examinations). Samples of testing instruments 
•should be submitted with cne reports, along with the results and analyses. 

n„JJ C •? u 1 h Tf th3t tWS bri6f SUmmar ? of what constituiTs a good 

SPJtiS 7 1 t0 r spective applicants - He deeply a pp reciate " the 

work .of those teachers (nonw.nners as well as winners) who are con- 
tributing so much to the improvement of economic understanding It is 
hoped that more college teachers will enter Ae Awards. Program, sharing 

iKESS "waT 1 ^ ^ ^ *" - - 

The editor acknowledges with sincere 'thanks 'the cooperation of. the 
teachers whose ,d|as appear in this volume. They have been most patient 
and understanding intermitting us to use their material" and agreeing to our 
many editorial revisions. It must be remembered that the reports published 
in this book are condensed versions of ^original projects and that some of 
the material cannot be presented or even summarized easily. The complete 
reports cat) be.obtained from: V ine complete 

National Depository for Economic Education Awards 

Milner Library 184 

Illinois State University 

Normal, IL 61761. - ' 

, * * 

* . t- " Andrew T. Nappj 

Illinois State University 
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The Joint • Council on Economic Edufcation is 
pleased to offer Awards of $7,500 each for innovative 
teaching programs that improve the ability of people to 
reason abouUeconomic problerns and issues. Prizes are 
* available for the best instructional plan directed at each 
of the following groups: 

1 • Elementary/secondary school students 

• College .and university students 

• Adults 



For further information, write to 

• *• 

Reasoning Awards Program * 
-Joint Counci^on Economic Education 
, 1212 Avenue of the Americas 

V^ew York, Ny',10036 ' ' 
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• - ' Section 1: WINNINQ PROJECTS, 1979 -80 

Sehior Research Seminar 
in Economics to " .. N 

' ^ • '^VHllam B- Bowman 

• % United States Naval Academy, Annapolis, Ma'fyland 

The work<of professional economists most often used by government 1 ' 
officials and private business 'lies within the realm of macroeconornic 
forecasting. This "art," however, is rarely Acquired by undergraduate 
^students of'economjcs, and as'a'result'even economics majors often are 
- unaware of what frtost professional economists do in the "real world/ 7 The 
v |ack of knowledge of macroeconornic forecasting is mainly the result of the*' 
expense of developing largc-^ale econometric models and of the high-level 
of statistical knowledge presumed to be ^necessary in' macroeconornic 
modeling. 4 * ^ f* \ 

In response to this situation, I have developed a section of* the Senior 
.Research Seminar in Economics which offers undergraduate -students a i 
, chance to build inexpensive, simplified forecasting. models of the U.S. ( 
economy. THese Models are based upon economic theories, or extensions of 
theses, learned in previous^otirses. They are derived with limited khowf-' 
edge of few, but powerful, statistical .techniques rarely encountered -by 
undergraduate*. As part of the exercise, each sfudent develops one sector of 
a macroeconornic model. These models are l then used to forecast fcggr^gate 
demand and supply, inflation, an<J monetary variables over the next four 
quarters. V * ,^ . 

9 The forecast project does many things. It provides structure to a core 
curriculum, a synthesis of theory and application, and, most importantly, a 
rare fcxperi$nce? in learning that combhjfes economic/logic and reasoning 
within a quantitati^ frameworlc. » 

Objectives * 7 ' 

A^major objective of the research seminar is to have each student 
develop a sectoral model of the 'U.S. economy -one based firmly on 
economic theory. The model then.used to make short-run forecasts of ag- 
gregate demand and supply, inflation, and monetary variables. The course 
provides majors with' an opportunity to synthesize previously learned 
economic principles and theories and to test these theories with quantitative 
res%ch techniques common to the economics profession. The result is a 
unique and advanced statistical framework. 



Course Design % 

Students- must have taken intermediate thepry and a statistics course 
before tjie research seminar. Neither calculus nora^ourse in econometrics is 
prerequisite. E£onorrtic theory, then, is thecornerstorle of the major 
research paper developed by Students in the project. When writing .their 
papers, students first review basic intermediate macro theory aqd then rrtf>re 
advanced theory. With a firm gra*sp*of economic theory and a sense of 
how others have developed particular models, students then spe'cfty unique 
models of their own, based upon" accepted ecpnomic'thetoies. As aji but- 
-come of the course, students are taught \o use mathematics and statistics in 
forming a. Ifructural framework for sound economic logic and reasoning. 
* There are three major resources used in the Senior Research Seminar: 
(1) computer software capable of analyzing time-series data, (2) quarterly 
time-series data on m a cr ©.economic aggregate .variables, and (3) instructor 
consultation with students. I * 

I' have found tha^ for t\\p simple macro models developed in class 
'^-ordinary least squares (OLS) and two-stage least squares (TSLS) equa- 
tions— the ^Harvard -developed Time-§eries Processor N (TSP) program is 
rrtorejthan adequate. , • *" 

The TSP program may be purchased aft a reasonable cost cincj can'be 
designed for interactive or batch use. The user guide is extremely well writ- 
ten and documented,* and students with little, if any, computer background 
find the building and executing of program and data files easy to master No 
knowledge of FORTRAN or BASIC is required, and the job control 
language (ICL) is«relatively simple with the TSP^pr/gram. 

. In prior years I had students locate their own dat^Jbut found th^ time, 
•and effort to have too high an opportunity CQSt for a on**$emeste;r jcourse. 
As a result, I now have students use the Pepartment of Cdrrfmerce's Bureau ( 
of Economic Af^ajysis data bank. This quarterly database consists of nearly 
750 variables, and transformations of the variables, that are available on a 
computer printout. As such, students merely 'have to $6 to a single, cc>n- 
sistent, accurate data source and copy the relevant flies' into admass storage 
file that may be accessed by TSP programs." ^ ; 

Finally, it must Jb^^rrtphasized that the instructor must act as a tutor for 
each student in the Research Seminar. (We limit the size of each section to 
fifteen students.) Limited clir^ctiot* is required in the initial literatuYe, search 
phase,_but substantial tjme is required in directing the students through the 
statistical implementation of their models. Thus^trje instructor should be 
versed in model .building, time-series regression analyses, and forecasting 
techniques. - ' ' ' " 

Operatidh af the Project*-* * 

Thfc senior research seminar paper completed by each student de- 
scribes, , analyzes, and^ forecasts a chosen aggregate economic variable that 



4 would be a part of a large complex macroeconomic model. Accordingly, the . 
research paper is composed of four major parts: (J) measurement of the 
variability of the economic aggregate;' (2) discussion of economic theory , 
, beliind the economic aggregate; ,(3) regression analysis of the economic ag- 
gregate; and (4) forecast of the econcynic aggregate. Each papt of the- 
research reporf is described below: v * . * 

Measurement. This part of the paper expl&ns the time-series vari- 
ability of the economic aggregate. A simple plot of the variable with time is 
'made and compared to the trend growth rate. Although most of the data is 
adjusted for seasonal factors, the students fere instructed in the proce^ of 
adjustment with the moving average approach. * r \ 

The cyclical movement of^w economic aggregate variable is then*de- 
scribed by comparing the 5 turning points of the variable to thg turning po'ints 
of an accepted measure of overall economic activity, as determined by the 
National Bureau of Ecqnomic Research. In addition, theJeads andelags of 
the specific cycle 'are calcitoted for recant postwar cycles al well a§ -the * 
amplitude? <# the specific cycle., As background,* students* are taught the 
various 'theories .of business cycjes and" learn the causal factors behind 
postwar cycles. Literature orr the current stage v of the business cycle is 
especially iriteresting'tb tr^e student. . , - 4 * 

' This^art of the*paper s&s the st^gp-for describing the time-series pat- * 
tern of /the economic aggregate variable which- is explained in the secpnd 
part of fche reaper. It is also useful fof providing the student with** historical 
basis frorta which 4 to altephis or her forecast in.the 1 last part of the p-aper. • 
#Froi^ the. beginning, the students arje made aware, of> the importance (and 
limitations) of well-informed jtfdj^ents in evfjn the most complex • 

econometric macro models*. " ■ """ < *" " ¥ : 

Economic theory.^ The second part of the paper forms "the 
"theoretical foundation forlhe qu^ntitafive mpdekha^follows^Studen^ are-' 
•expected t& explain basic and more advanced theories of 4 th^ir- selected 
economic aggregate variable. • 

Regression analysis. The methodology used for introducing the 
student to the "art" of regfession analysis iS^sicall^one of 'learning by'dq- 
ing, The students fijst given an introduction io-Ve^ession analysis. The 
tfeofy-behirid the statistical procedure is discussed only .with regard to the ' 
assumptions one musV m^ke. irvhen u'sing regression analysis. (Formulas are 
hot proved since the student is considered ^ user.> * * ^ 

- ; Computers make it e<tiy {or students to do regression analysis from the 
very beginning of the class. Simple time-series practice data files' are created 
^nd stored. These files are accessed and analyzed with the TSP regression 
p^age*. The fonttol statements used to execute thepractice programs are. 
cjUkkly-^n^aSily /earned. Students may print but the-sample data base in m 
easily readabh^rmat, corripute correlation matrices, and run preliminary 
regressions vyith simple control statements. * % 

More advanced .techniques made necessary by thenroblem of auto- 



correlated error terms can also be taught to the student with tfie f TSP 
package. Data transformations, such as discrete lags, logarithms, and first 
differences are easily computed. Their effects Qn autocorrelation are ob- 
served by comparing the model results, using transformed data with those 
of the preliminary regressipns. * \ 1 

More advancqgl transformations, including the Cochran-Orcutt ^>ro-* 
/red'ufe and the-Almon Polynomial Distributed Lag| (PDL), are then^ 
presented and used. .The latter transformations are usually considered- 
beyond the undergraduate students; however the learfiing-by-doing ap- 
proach makes their use both possible and highly instructive. 

With the statistical knowledge, acquired through doing regressions .on 
the practice data files, the student then builds a simple regression model 
(Ordinary least Squares [OLS] or Two-Stage Least Squares [TSLS] for a 
selected economic aggregate from a large macro model. The choice of ex-' 
planatory variables is based upon economic theoJis^discussed in the second 
part of the research paper. The quarterly data base usethto analyze eaclvstu-" 
dent's model is the Department of Commerce's data bank used in its Bureau 
of Economic Analysis (BEA) quarterly model. It provides (at the time of this 
writing) the student with an exhaustive source of guarterly time-series'infor- 
mation for the period of 1949:1 through 1979:3. 

The student selects independent variables that ate deemed appropriate 
for the theory he or she has developed previously and creates mass*s*orage- 
data files for easy access. Much effort is then taken to derive a simple /fiodel 
whose explanatory variables have the expected sign and are statistically 
significant. t 4 

After numerous structural changes in the model, the student selects 
that model which n^ost closely achieves t»wo objectives, first, the model 
should have a high degree of explanatory power over the historical data 
period; second, its forecast errors should be minimized. The. latter is 
diagnosed by chiding the historical data into a sample period and a forecast 
test period. The models then* used ioogenerate fitted valves, of the de^en- 
t'dent variabfe that may ^compared "with the actual values,. The resulting 
eiTor, and related^ gjor* measures such as the root mean-squarec( error 
(RMSE) and *he ftiean error as a percentage of the actual valiie, is calculated ■ 
and described. " \ f NL ^ • 

The- forjMa$i<\'-'Once the structure of the model is chosen-, the" stu- 
dent uses his or her best judgment of the values df the exogenous variables 
* during the forecast period. This period is defined'm the short run - for ex- 
ample, 1979:4 through 19($Q:4, to minimize forecast errors. These values are 
selected based upon expectations pf professional economists and business 
leaders concerned with macrpeconog^^orecasting as reported in recent 
issues of numerous journals and mafflfne$.\ ^ 

The student then p&gs these.expected values^ or a range of values, int<\ 
. his model to produce "^onditibViafe* ante forecasts." These forecasts may bfc 
, alte re 4 ^ student expectations cast doubt up&gthe likelihood of the model's 



results^., the "judgmental forecasts/' It is in this last phase that the stu- 
dent cotaes to appreciate the limits of computer-based modeling and the im- 
portance pf personal, Informed judgment, qommon ta all large-scale 
forecasting models. ' 

• - - ^ ■ if >' ■ 

Summary^ 

By, the lend of the semester,, students have accomplished much in the 
Senior Research in Economics course. They have overcome their fear of the 
computer, they have synthesized the many theories of macroeconomics, 
they hay* acquired technical skills heretofore assumed to be beyond their 
ability, and they have learned much ab,out what economists do in the public ' 
and private sectors. It Is my belief thai undergraduate curriculums would be 
better structured and strengthened if dejpartmertts offered' t*o senior 
seminars-bnefyith a micro and the other a macro perspective -similar to 
the one described above. ^ 

The students, too, benefitMiidirectly' from the sensor research c;ourse 
that, co mbihes' economic logic and reasoning within a guantitative frame- 
work. I have heard from prior students that their acceptance into top-rated 
graduate programs, as well as job offers with' government agencies ind 
private firms in the consulting and forecasting Business, were, in large, due^ 
to their research ^aper. / 



A Modular Approach for 
Teaching Principles of 
Microeconomics 



Gene R. Simonson 

California State University, Long Beach, California 



Introduction 

I taught the - introductory bourse entitled* "Principles of Micro- - 
economics" during the fall semester of 1979 at California State University 7 ' 
Long Beach. The major.goal of the project reported here is to help students \ 
uncfcrstand how the price system works in the U.S. economy. At the start of ' 



the coursfe each student is given a study guide which divides the subject mat- 
ter into seven teaching modules. Each module focuses on* a specific- 
economic theme or topic and identifies .the key concepts, objectives, and 
learning activitieslo be developed. A variety of instructional strategies is 
employed to! achieve the course Q&jectives, including reading assignments 
from the. textbook and other reference material, listening to cassette tape 
lectures, showing films, conducting small- and large-group discussions and 
using self-assessment problems and exercises to answer study questions. 
The followirfg specific objectives were incorporated into the project: 

1 . To recognize the principal characteristics of economic behavior and the 
* basic features of the U.S.* economy; 

2. To understand why consumers buy more goods and services at lower' 
prices, how they allocate their money income, what determines de- 
mand, and how demand affects the revenue of businesses;^ 

3\ To interpret how demand and supply conditions determine the market 
price of a product; * ■ 1 

4. To identify what determines costs of production, what costs represent, 
and how costs influence the supply of goods and services in the market; 

5. To recognize why a business firm maximizes profits by producing at the 
rate of output and selling at the corresponding price where marginal 
cost equals marginal revenue; 

6. To discover how the demand for and the supply of productive 
resources determine the distribution of national income in the economy; 

7. To evaluate the impact of international trade on th^'U.S. economy and 
on other nations of the worm. „ 

J 

Course Design ^ 

1 "To achieve the goal of understanding how the- price ^system of our 
economy works, sevenjearning modules are developed in the project. Each 
emphasizes a central economic theme with specific concepts to be mastered. 
All together, there are thirty-five basic economic concepts and fifty-six 
teaching objectives presented in the course. Classroom activities and 
assignments are directed toward the objectives and concepts and enabfe. 
students to evaluate their economic'understanding. The modular approach, 
therefore, systematically identifies the content to be learned, indicates 
precisely what students must do t# achieve-succcess, and shows how well 
they have performed before proceeding to the next learning objective. 

T^ie teaching unit was organized around the following topics and corv 
cepts;-; 

1. "Economics and the American, Economy" was the first module 
presented in the course. The unit introduced students to many economic 
concepts such as limited resources, production, unlimited wants, self- 
interest, opportunity cost, and capitalism. The concepts were reinforced 
tnrough self-assessment questions, cassette tape lectures, class discussions, 
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* and selected readings from the textbook University Economics, written by 
A. A, Alchian and W. R. Allen. • . " * 

2. "Consumer Demand" was used to teach economic concepts. The 
modulejepabled students to make decisions showing how they allocate their 
limited mtoney income to purchase goods and services at different prices and 

--'how consumer demand affecfs the revenue of businesses. The students also 
learne^rtow to construct a demaod curve for an individual consumer! 

3. The key concepts developed in "Demand, Supply, and Market 
Price" were market supplyt production, price, profit maximization, in- 
come* and costs. In the review sessions the students asked to demon- 
strate their understanding of, the concepts by constructing a supply curve 
andapplying what they hadjearned to new situations and problem-solving 
exercises. • ^ 

4. The module "Production Costs and Supply" was* used to" teach 
topics such as fixed costs, variable c costs, opportunity cost, technology /in- 
vestment, and the marginal cost of producing a product. In this activity 
students were asked to explain the effects of rate of production and volume 
of production on costs and determine why costs* rise in some industries 'as. 
product demand increases, * 

5. 'Theory of the Business Firm" was used to teach about competi- 
tion, fiscal policy', the charac'feristics of a proprietorship, partnership, and 
corporation, and how a business firm attempts to maximize profit and 
minimize loss. At the end of $\e unit, students discussed the various forms 
of competition in which price-searchers engage and applied what they had 
learned to an understanding of antitrust legislation such as the Sherman Act 
and the Clayton Act. > \ 

6. /In the module on "Income Distribution," the students discovered - 
that the demand for scarce productive resources determined the distribution 
of income in the economy. Emphasis was on explaining the meaning of in- 
terest as it related to income and wealth. The economic concepts illustrated 
in the activities were diminishing returns, productivity, marginal product 
income, rent, profit,, monopoly, wage rates, employment, and inflation. 
Students were assigned readings from their textbook, which they wer.e to 
complete before taking part in^the activity, . * v > 

7. "International Tra^e" was the last module presented in the project. . 
The unit enabled the students .to evaluate the Effects of international trade 
on the U.S. economy. Among the economic ideas developed in the learning 
activities were investment, trade, economic growth, national income, ex- 
change ntfe, comparative advantage, specialization, and balance of pay- 
ments. A variety of teaching approaches were used for developing the con- 
cepts-and their applications. * 

Operation of the Project . \ A 

I began the course by showing the film Adam Smith and the Wealth of 
Rations, produced by the Liberty Fund. Before viewing the film, students 
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were presented wjth a list of study Questions de^ignecTtb^rimulate interest 
f nd dassVooitt discussion. The film and followup discussion* also helpedto 
give studei}t$ some background information for the study , of economics. 
Moreover, I usually -opened each class meeting with a provocative question' 
pertaining'to a current economic issue which required. an understanding of 
the concepts being covered in the lesson. For example, during our introduc- 
tory discussion of "demand, supply, and tnarket price" I brought into class a 
news item on the JEuropean Economic Community's (EEC) agriculturarpro- 
gram, published in the Los Angeles Times, I read aloud\a section which 
pointed out ttiat the EEC had in storage 600,000 tons of butter. The students 
jwere anxious to know how such a "huge" surplus could develop. This ques- 
tion led to a discussion of what causes surpluses or shortages inJfche market. 
I constructed a demand and supply curve to explain how surpluses result 
when the product price is fixed Jr^ government above the market clearing 
price. 

After the opener, I called for questions ancf attempted to give brief 
answers. Next, I* introduced the module-lecture material which was essen- 
tially the same content covered on the cass^e tapes. Overhead transparerf* 
cies showing the module outlprie, including ccnfceRts, objectives, and learn- 
ing-*ctivities„ were present/d and served taclariV^ke organization and 
scope iff the unit. At the conclusion of each lecture fbriefly summarized the 
economics content and called students' attehtfcin to the main^deas to be 
covered in-the next class session. 

With the study guide, text, and cassette tapes, each student has the 
educatiopal materials and instructions required to proceed through the 
modules with confidence. Class time is used to review each module's , 
material, demonstrate the relevancy, of the content to current economic 
development^, answer questions, and administer tests. 

♦ 

Evaluation 

Four economics classes taught in previous semesters were 'pre- and 
post-tested to validate the modular approach utilized in the fall semester 
1979. jSe test used in each case consisted of fifty multiple-choice questions. 
On the^ basis of the test results, the students increased their economic 
understanding over the semester course: the pretest mean score for correct 
answers was 32.9 percent and the post-test mean score was 78.8 percent. 
Although attitudes are difficult to measure, the results of a survey showed 
thV the majority of the students gave the instructor the highest possible 
-rating. 



EXHIBIT 1. Modules of Economics and Key Concepts 



- 1* Economics ancMhe American Economy 

A. Th6 nature of humln action \ » 

B. Meaning of economics 

C. Basisof exchange 

D. Capitalism 

E. Functions of th£ economy and the price system 

F. National goals of the economy 

2. CopsumeU^eqiand 

A. Demaqd ar$ the demand curve 
' B : - Why ^fefnaftd curves slope downward - 

C. Underlying determinants of demand 

D. Marginal revenue 

E. Price elasticity of demand 

F. Income elasticity of demand 

G. Consumer utility maximization 

3. Demand, Supply, ancl Market Price 

A. Market supply 

B. Price-takers' market ' \ 
j C. Price-searchers' market 

D. Market classifications' 

4. Production Costs and Supply / 

A. . Costs . „ 

B. Supply • ' 

C. v Cbst data, of & hypothetical firm 

;- • ^ y ^ - .* 

5. Theory of (he Business Firm 

A. The business firm and profits 

B. Price ahqL production: price-takers' market 

C. Price and production: price-searchers' market -i- 
4 .D. Gtyejrnment policy and competition 

' ' ' Y 
67 lncome;'i5istribution 

A. Di^ihkhlpg returns 

B. Demand for: productive resources * 

C. Incorne.S of^productive resources , s 

D. Labor- market and wages 

E. Rent and ecpnorriic rent 
- F. Interest an&^pital 

G. Optimum^pnrjbjnation of'productive resources 

\vr 

7. International Trade ■ * * 

A. Dimensions bf foreign ttade v 

B. Comparative advantage 

C. Foreign exchange Yates 

D. Balance of payments ; ■ , 

E. The gold standard, * • ' ' X3 
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Money, Banking, and 
Economic Stabilization 
Policies 

' Michael Watts and John Silvia 

-Indiana University— Purdue University at Indianapolis, 

Indianapolis, Indiana 

„. \ 

Overview 

Forty teachers from around Indiana attended a^Workshop on Money, 
Banking, and Economic Stabilizatipn Policies from June 23-27, 1980. Each 
teacher was sponsored by a local bank and received a tuition scholarship 
frofn the IUPUI Center for Economic Education and the Indiana Council for 
Economic Education. Sponsoring banks contributed $100 to support the 
program and established internship experiences for the teachers knmedir 
ately following the workshop. In return, each bank received a copy of the 
teacher's curricujum unit on money, banking, and the economy developed 
in the- course. 

Ot^r specific objectives were as follows; 

• T.o improve teachers' understanding of money, banking, and monetary 
and fiscal* policies; 

• To develop curriculum units and resource aids for teaching economic 
concepts and principles presented in the workshop; 

• Tq stimulate interest in the teaching of economics and economic educa- 
tiqo; 

• To involve Indiana bankers and teachers in a cooperative effort to im- 
"pj;ove,the teaching of economics" in grades K-12; , % ' 

• To provide advanced training and instruction in economics for teachers 
who had previously attended an economic education workshop; 

• To strengthen the cooperative, relationship between the Indiana Bankers 
Associatte^and the4r\<$ana Council for Economic Education. ** 

Program Design 

The"'workshop- was designed to help teachers understand how the 
federal Reserve system uses monetary policy to promoie~full employment 
and stable prices in the economy. Basic economic concepts relating fo 
money, banking, .^nd the economy were presented and discussed irvgroup 



y sessions and then applied to current issues and problems facing the U.S. 
economy. JThe concepts and principles developed in each session were rein- 
forced through field trips, guest speakers, written reports, and class ac- 

• tivities. 

The workshop was organized around the following topics and concepts: 

. Workshop overview. The first session was aime#*at making every, 
one more comfortable by introducing thfc teachers and instructors to each 
other. The goals' of economic education and the specific objectives of the 
workshop were discussed. The participants also were introduced to a vari- 
ety of economic education materials and resource aids for classroom use. A 
supply of Federal Reserve booklets, bulletins, and reference sources, as well 
a? commercially published curricula dealing with the study of economics, 
was distributed to the teachers. 

Commercial banking. The key topics deve^^ed in this unit were 
money creation, financial markets, the money £upF>ly'; deposit expansion, 
bank regulation, and monetary policy. A handm^Jh bank charters was 
given to each teacher, which identified the sponsoring banks participating 
in the workshop and explained their governing policies. Our first guest 
speaker was a banker who discussed the topic "Commercial Banking, the 
Business of Banking" and ckmbristrated to the teachers a practicing 
banker's view of the banking industry. He introduced several economic con- 
cepts such as sources and usje^ of bank funds, liquidity and earnings, assets 
and lial^ffirtres-, and real and nominal interest rat§s. > 

Noncommercial bank financial institutions. The presentation 
was made by a retired banker and economist. The major concepts devel- 
oped were competition among financial institutions, mutual savings banks, 
and savings and loan associations; NOW-accounts; dis-intermediatk*p;.and 
Regulation Q. The booklet Non-Bank Financial Institutions, prepared by 
the Federal Reserve Bank of Richmond, was used to teach basic economic 
concepts such as interest, capital, and the mone^supply. Throughout the 
workshop informal discussion sessions and films were used to develop a 
variety of knowledge and skills. As teachers and consumers of banking ser-„ 
vices, the participants were highly motivated td* ask questions 'to increase^ 
their understanding of banking Concepts ai$ practices. . 

Private btiiiness in a monetary economy. This session examined 
how private corporations make financial and capital investmen^'decisions 
and how these decisions are influenced. by monetary policy. Our guest 
speaker, "who came from a nationally-known manufacturing company, ex- 
plained economic concepts such as debt/equity financing, cost of capital, 4 
and preset valuers presentation led to a discussion of the Federal 
Reserve system aad v the role of the central bank in establishing monetary 
policy. A film, Jhe Fed-Our Central Bank, led to a discussion of centra^ 
banking, policy targets, and policy tools. The participants learried about* 
productive resources, scarcity, economic goals, inflation, and the impor- 
tance of monetary policy. 

••• • r ' . - 



Money, gold, ana the international economy* The presentation 
by the speaker generated a lively discussion of the role of gold in interna- 
tional trade. Among/the economic icleas covered in the unit were the gold 
standard, fixed an$r flexible exchange nates, the balance of payments, and 
Eurodollars. This Was followed by an activity in whk;Ji tfre teachers gained 
an understarldirtg of the money supply, gross national product> interest 
rates, and inflation. Th£ enthusiasm of the participants during the activities 
in our economic study of gold,was overwhelming. Filmstrips, transparent 
cies,\ charts, and research reports were also used to explain the value of 
money, aggregate demand and supply*, national income, anfl economic 
growth. The activities helped teachers cjiscover the importance of monetary 
policy in understanding the problems, pf unemployment and inflation. All 
parts of the workshop were used to teach basic economic concepts- 
Monetary and fiscal.policy. This activity was designed to examine 
the use of stabilization tools and the objectives of economic policy in' the 
U.S. during'the 1960s and 1970s. The major concepts discussed were Expan- 
sionary and restrictive m policies, -policy lags, inflation, and economic 
growth. Articles from the Wall StiTet ]dnrnaVand a film, Anatomy, ofjnfla- 
tion, stimulated discussion and increased the teachers' knowledge and 
understanding of economic theory. A mernbet; of a b,ank investment com- 
mittee reviewed monetary and fiscal policy in *1#30. He explained U.S. 
economic policy goals and actions andpresented an analysis of the impact 
of policy decisions on credit markets and consumers. 

The Federal Reserve system, Jhe role of the Federal Re$ery,e in 
economic education was the focus of a session conducted by a member of 
the staff of the Federal Reserve Bank of Chicago. The objective wa?to pre- 
sent Federal Reserve materials and resources available to teachers for thfcir. 
use in the classroom. Among these were Federal^ Reserve booklets and Tilms, 
a newsletter, TYi? Ledger, and a tour of th^Fed. By having a Fed represen- 
tative address the workshop, the teachers came to see the Fed as a tangible, 
accessible, community resource. The participants now know and recognize 
the contact person for their district. ~ 

. Consumer Q/edit. This sessi.on was presented by-a speaker from the 
consumer finance association of the state of Indiana. The objective was to 
review the concepts and terminology of consumer credit and the "rig hts o f 
consumers. in applying for and obtaining credit. Concepts covered inclu3^d 
the annual percentage rate and truth-in-lending legislation. The film To 
Your Credit was shown, and handouts, including pamphlets on consurr\er 
credit, were used. The^actiyity was/as expected, very,lively an^.the discus- 
sion and questions were beneficial. The use of an expert in Consumer credit 
was, in fact, absolutely necessary because questions in this session were 
often very specific and needed.. the clarification ancl ji n |4 ers tandin£ which 
only a perspn jn the field, \yith day-to-da^ experience, .cb'uld give. 

Selective .credit Controls. • A review of fhe-*heory and iWa'ctical ap- 
plication of credit controls in the United. S&tes was offered. Concept. 



covered were usury laws, ci|&\^annels, incentives, social costs,, and 
federal 'crtjdit agencies. Partic^^^j^iSe^^i^tereste^ in this Session 
because it included the "hot ^^of^^^^^t^^uarmtee and the 
reeent issuance of bonds by *ejtac^ the economic-* 

impact ancftheory of credit cor^f^^^^^s^^discussed. For many 
teachers, the fdea that^'the money^iVt^^me^fto^omewhefe" further, 
developed the realization thatth^re is mir&^ch^Jh? dfiscussion of hid- 
den financial and social costs of credit al^^n'Sfked a good, healthy 
discussion of the Chrysler loan guarantee/^ith p^Mgph yiews taken up 
by the teachers themselves. f * v^'^V'*.' **t^ i 

Present trends and future possibHitfpsv^\mone^rand 
banking. The objective of the banker wh^^^^'is unit was to of- . 
m fer a "crystal-ball" outlookof how banking an^e don^umer's use of banks 
may change in the future. 'Concepts coyered/im^tled money-market cer- 
tificates, floating-rate mortgages, service prftf^and electronic funds 
^transfer. The viewpoint of a banker from a "topical" Indiana town and 6 a 
.medium-size bank was very effective. Most of the participants use this type 
of bank. ^ ■ «r^ a 

Summary ^ , \ . 

After the workshop each teacher was required to develop, a curriculum 
unit and to participate in a one-day internship experience at the sponsoring 
bank. It was reading to see .how much economic analysis was incor- 
porated into the teaching units. Jhe extensive use^f important economic 
concepb and principles was easily apparent. Thfe concepts of supply and de- 
mand for credit, financial institutions, economic goals, money, inflation, 
interest, capital,' scarcity, and monetary policy were emphasized and*' 
developed in manyjessons and units for grades K-12. Test results also in- 
dicated that t]he teachers increased their understanding of basic economics. 



Good Ideas in Brief 

/ 

PENNIS J. WEIDENAAR of Purdue University, West* Lafayette, In- 
diana, developed a project to help students 'in the introductory course le^rn 
economics. The tutorial videotaped instruction (TVI) afttfdach to teaching 
economics offered both the benefits of participating in a relatively small 
class and the advantages of hearing a well-prepared, carefully paced lesson. 



The TVI approach is \\sed in a class of thirty-five to forty students 'meeting 
. three times a week for sixteen weeks, conducted by a teaching assistant. The 
, teaching assistant begins each class t>y playing a thirty-minute videotaped 
» v les$on given by the course professor. It is not simply played without inter- 

# Vuptipn, however. The teaching assistant frequently stops*the tape when the 

* professor, on the tape, asks a question. (The teaching assistant uses a "pause 
control," a relatively- new feature on certain video-cassette players that _ 
allows the operator to freeze the picture without the trouble of_rewinding.) 

* The audience thereby has fhe opportunity \y respond to the questions on 
the videotape and discuss, the issues under the guidance of one teaching 
assistant. After the tape has been run, the teaching assistant uses any re^ 
maining time to answer questions, elaborate on concepts presented on the 
videotape, etc. The course coordinator, who is also the videotaped pro- 
fessor, meets weekly with the videotape teaching assistants. 

LAWRENCE H. OFFICER and DANIEL H. SAKS of Michigan State « 
^5 University, tost Lansing; Michigan, developed techniques to help students 
§ write an economics term paper.The project was started because the authors 
were disturbed by the lack of good undergraduate writing instruction for 

• economists. They believed that the upper-level economics courses could be 
successful only if students learned to apply what«they learne'd to problems " 
they cared about. The strategy employed was to assign term papers, help 
students select topics that were of special interest, devote class time and ex- 
tensiva^ffice hours to teaching how to produce such papers, and then to use 
the M.S. U. Economist, an undergraduate journal, as both an incentive and 

a mpdel. The approach was developed for a highly heterogeneous group, of 

* stuaen&in courses on poverty, trade, public finance, and urban economics. 
An an outcome of {he project; a written manual of economics term-paper* 
writing techniques was developed for students and published by M.S.U.'s 
Business School under the title So You Have to. Write an Economics Term Jt 
Paper. The following techniques are discussed in the book: (1) selecting a 
feasible topic; (2) designing a reasonable research strategy; (3) carrying out 
research and analysis; and (4) writing up the results in a clear and careful 
form. 

I 

RICHARD L. LUCIER of Denison University, Granville, Ohio, 
developed a public-policy oriented course on financing public schools in - 
Ohio, which was derived direcjly from research conducted while on sab- * 
batjcal leave during tfie 1978-79 academic year. The project describes the 
investigators work as. a staff member of the Academy for Contemporary ■ 
Problems and the development of a new* course for upper-class economics 
, majors. The seminar, "Financing Public Schools in Ohio," was taken by 
forty-six students and organized around four goals and learning outcomes: 
(1) increase students' knowledge of state and local government tax expen- 
diture and school finance issues;* (2)" analyze and make policy recommenda- 

.\ « . 
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tions regarding the school finance situation in Ohio, (3) compare students' 
recommendations with those of the Committee of Twenty- and other 
analysts and observers; and'{4) increase students' confidence and ability to 
use analytical techniques. An introductory unit in the Seminar emphasized 
"discovery learning" and was used to, create studertt interest. A topic on 
public-school finance and a section on tax and school finance issues in Ohio 
was discussed. Students developed the ability to^analyze a current complex 
public-policy problem and formulate policy solutions. 
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Section 2: PREVIOUS WINNERS 



the Consumer and 
Economic Change 

A Prbblem-soiving apd Policyi-orient&J Course 



Sherrill Cleland 

Kalamazoo College, Kalamazoo, Michigan 



Introduction ^ 

• Economics 90, a new course entitled 'The Consumer and Economic 
Change," is not the traditional course in personal finance or consumer 
education, although some elements of those subjects are included. In a 
.sense, t^is policy-oriented, problem-solvmg offering is a course in "con- 
sumerism," dealing more with applied economics and economic problems 
than with theoretical models. (A simple macro model and extensive applica- 
tion of supply and demand models are utilized, however") The coufte goals 
are: m * 

-1., To improve student understanding of the process of economic change 
(e.g., the need for a data base, awareness of one's own value position, 
and a need for an implementation strategy); 

2., To examine current economic problems within a <broad, rational 
framework; 

3. To experiment with an "adversary method" of cour*se organization and 
classroom teaching; t ' 

4. To involve studeots in selected fiejd projects on both a group and in- 
dividual basis; % 

5. To focus on national goals, conflicts over national goals, values, and 
the role of evaluation; 

6. To develop student understanding of trfe problem-solving process in* 
general and the application of the problem-solving model to economic 
or consumer problems. 

These were ambitious- goals for an experimental course and they demanded 
,a careful organization of classroom experiences*, outside readings, student 
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papers/and class projects. A cohesive structure that would achieve these 
diverse goals in a nonfragmented manner had to be provided. 

Course .Content 

The class met three days i week, in two-hour blocks. A syllabus was 
prepared and duplicated for the students. This documenUpresented the 
students with a simple problem-solving model in the form of a schematic 
diagram, set forth the goals of the course, briefly ^explaiijpd the approach 
that would be used; outlined the content, indicated'the assignments, and 
listed Various readings. Among the*majo* topics were: 
v • 

• The£onsumer in American Society -A Macro Picture 

• The Consumer in American Society -JV Micro Picture * 

• What Is "Consumerism?" JL 

• Consumer Protection - The Legal bSs 

Consumer Credit and Finance 1 r * 

• Corisumer Information, Health' and Safety 

• Trie-Consumer as Polluter * ' * 

• Promoting Ecpjiomic Change - ' * [ 



The weekly assignments included qifestipns to be considered as well as' 
specific readings.. Pot e'*aj*}ple, c|tn?stions relattng to the study of the conflict ' 
of goals incli|cled : the fdldwirig: . 

• • • •■'■;,->-; r ^ . 

1. What are the goals Americarf:society7 Wfoat. should they be7 ' " 

2. How should ^oci^ies>et;ofioxnic goa'ls'be decidectf How are they decid- 
ed?-: , - . • •• . , , - 

3. How important is the consumer ituhe U.S.? In the U.S.S.R.7 In India? 

4. : Da w^&eed more consumer freedom? More (&nsumer justice? (And 

* what'is consigner justice?) Mdre consume)* p^wer? 

5. *^ What role do consumers pterin the total economy in terms of infla- 
M'ionl In terms of^unemployment? 4 

'6. Are there trade-offs Between goals*? ' % / - ' 

The basic textbooks were works dealing with cdhs'umer economics or 
consumer problems, but the students were referred to introductory prin- 
ciples texts ^for relevant analytical concepts. F<?r instance, they wfre'told to 
refer to^an irttroductcuy ^pnomics text for supply and demand models 
"when considering the topic of the consumer arid producer as ''adversaries/' 
Thus, the course dealt with the consumer as an organized decisi6n unit in » 
the total eeonpmy rather thari with nhe consumer as one individual, as is 
done In theJfraditional'consumer education cpurseV 

Approaches to Teaching the Course ' 

A 'number of different teaching strategies were used, which can Jbe 
briefly described as follows: * . • ' - 



An adversary approach. Instead of trying to air all sides of a ques-* 
tion.myself , I relied upon outside speakers to be advocates for various view- 
points. Debates were not usect^o that all speakers could develop their posi- 
tions fully and "without interruption. The students were expected to gain an 
understanding qf^ll sides, to analyze the logic of each sicle, to evaluate the 

different positions, and sometimes, to synthesize competing views or to be 
able to defend a particular position effectively. This demanded more of tfte 
student than would be the case in the straight lecture-discussion-reading 
course, where he simply takes notes on the instructor's lectures and feeds 
back information on tests. 

Empirical research. The importance of empirical research and the 
colfettin$ of data bases for dealing with consumer problems was empha- 
sized. During the first class session the students received an extensive ques- 
tionnaire designed to determine the assets and family.income patterns of the 
students. The results were then compared with national data so that the 
students^could see whether 6r not their opinions might reflect those of con- 
sumers in general. (They proved not-|Q^,typical^£^mericari consumers in 

^general .^Later^^as axlassprojec^ r orn m un ity survey on the availability of 
phosphate-free detergents was mkcfe, and additional data were collected in 
connection with various group projects. These activities were designed to 
challenge the validity of student value positions^ emphasizing the need 
for a data base, 

' Action oriehtation and field projects. Kalamazoo College is 
noted for its off-campus study programs, in which students get job ex- 

, perience for one term, 'study abroad, or do independent research projects. 
These off-carrtpus experiences have been separate from classroom activities, 
however. In "this, course, the off-campus experiences were integrated with 

< the classroom sessions, so that the community became a laboratory for us. 
Problem Solving. The problem-solving gpproach was employed in 
student efforts to bring about lpcal economic changes. The students were 
forced to define and redefine problems, to go out $r\d 'ttllept- data, to 
develop an action plan, and finally to try to put their proposals into effect. 
The students made presentations to the county commissioners, the 
Kalamazoo city commissioners, a* local newspaper, and the Chamber of 
Commerce. The course demonstrated that a well-planned action orienta- 
tion, with adequate supporting data, can be an effective way of, bringing 
about change within the system. f - 

* "Professional role models. As explained under "An adversary ap- 
proach/' outside speakers served as advocates for various viewpoints. Out- 

, side speakers were also selected to serve %s role models, thus showing the 
students* that there are competent people workihg within fhe system and 
having an effect on that system. Among the men and women chosen were 
the chief economic adviser to the assistant attorney general for antitrust en- 
forcement from Washington, D.Q', a member of a law firm, fhe director of 
the Kalamazoo Consumer Information Council, aprofessbr specialising in 
marketing; and the vice president o|> brink. 
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Linkages. The course was not considered to be an independent en : 
tity but was linked to other courses in the curriculum, to the community! 
and to the'high schools. Upton Sinclair's novel The Jungle w^s used to link 
the course to the past and to show that "Naderism" and the problems with 
whijb Nader deals were by no means new in American society. The group 
projects provided links with the community. The projects were to be writ- 
ten up in such a way that the teacher trainees could use them as teaching 
units in high schools. This provided the link with the high schools and with 
their educati6n courses. 

Senior proj'efct leaders. Senior' students serving as project leaders 
were responsible not only for their own learning but for that of the under- 
classmen as well. They received no p^y or extra jcrtdit for the additional 
wbrk that this entailed, but positive working relationships were developed 
nevertheless. Thus, instead of leaning upon abstract conceptualization and 
expecting to be taught entirely by the instructor's lectures, the students were 
exposed to'different styles of learning and had to take a more active role in 
their own instruction. t • 

The various assignments were designed to make students think, to see 
all sides of issues. They forced students to recognize the value orientation 
' underlying their own positions and to see that goals can conflict. Note the 
- following questions, which were randomly selected 'from the assignment 
sheets. 

i 

• Make an economic case for regulating business and protecting the con- 
surn^r. Make a* social case. How compatible are the two cases? What 
criteria have.you used for judging? 

• Discuss the statement: The U.S. economy would fall into a recession if 
we made consumer credit illegal." 

• How much would you pay for cleaner air if it meant banning cars for 
selected people (e.g., students living at residentiaKcolleges ongoing to 

, high schools where bus service is available)? What are the trade-offs? 

• "Pollution control is a more pressing problem, than unemploymentMn- 
flation, orsocial justice." Discuss this statement. 

• How might a freeze^on prices and wages affect the distribution otgoo'ds 
and services? * 

Teaching Materials Used 

Some 4 1fifreen ifems were especially prepared for this course. Among 
these were the following: 

Precourse questionnaire.. This six-page questionnaire Was- de- 
signed to determine the student's consumer status and to measure his ex- 
isting knowledge of facts and concepts relating to consumer economics. The 
'first part ^sked for information on sex/ age, scholarship status, monthly 
allowance/yalue of wardrobe, value of personal library and record cojlec- 
tion/and the approximate value of other goods cpmmonly 'owned by 
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<stuclents. (Anonymity was^prpmised, ajjd students did not^have ijo answer 
any question that troubledthern.) Triyw&re also asked about the value of 
any stocks, bonds, or life insuranc^Ahey might ovA, bank accounts, and 
charitable contributions. The second part elicited data on family income/ 
home ownership, and other indices of consumer status. Part III was the 
knowledge test, in which the students were asked such questions $s: 

• What is a true rate of interest? 

• What is a price , index? * 

• What is discretionary income? ' 

• How can a consumer affect economic change? 

Glossary. A lengthy glossary was prepared and mimeographed, 
containing such terms a§ constant dollars, consumer price index, disposable 
personal incfyne, implicit price deflator, imputed income, supernumerary 
L income; transfer payments, and GNP. 

Circular flow diagram. A circular flow diagram illustrating the na- 
tional income accounts was drawn £nd mimeographed. This was used along 
with a flanriel-board^fesentation of the same diagram to^show the impor- 
tant role of the consumer in the macroeconomic sphere. 

.Data Collection worksheet The worksheet was prepared to aid the 
students in their field project, in which they collected data on phosphate 
| detergents. They visited retail stores inJCalamazoo to collect data on prices 
h and weights and to ascertain the phosphate content of all available 
detergents. The figures were entered on the worksheets, ^nd the students 
could then make, comparisons and determine unit prices. 'This was a trial 
run for the group projects to" come later. ^ * * 

^Other materials includecj lists of. possible projects, an explanation of 
the steps ^in probjem-sofving, a ^Learning Style Inventory" designed to help 
tfie studen^ assess his owrj method of learning, forms for evaluating student 
projects, and a forrA of evaluating the course. ArJout fifty questions were in- 
cluded iri the eourse-evaluation form, asking the students to comment on 
such things as the extept to which the instructor was prepared for each class, 
how well the reading were integrated with class sessions, the relevance of 
^he material, to what extent the course helped them analyze problems, and 
whether or not their personal attitudes and values. changed. \ 

^Results , n , % - , 1 . 

The course was welj received, and it seemed to meetthe goals that had 
been set forth. The course was the subject of articles in a local newspaper on 

iUtwo occasions. The^students produced material tha{ had^ttimediate prac- 
tical value. For example, one student prepared a teaching unit on consume* 

A jcreditthat can be used in high schools. ^Chis included a list of goals and ob~ 
jectiyesf s>uggesfed resources, teaching njethods ^nd activities, and the 
means by^which the unit could be Evaluated. One of jtKe, groups prepared a 
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lengthy report (thirty-three pages) on consumer resources fn Kalamazoo. 
An individual student developed a model for solving community conflicts • 
over the use of oublic goods, illustrated by a conflict between swimmers, 
boaters, and fishermen over the use of three small lakes in the^rea. The 
Chamber of Commerce requested copies of some of the materials .the 
students had developed and comfnended students for presentations that 
they had made to the Consumer Information Council. 

I believe that student skifls in critical thinking and economic analysis 
were sharpened by this course. The course was especially effective in hefp- 
ing students recognize how their own value positions were often subtly in- 
tertwined with what they believed to be their objective and analytical 
conclusions. Their value positions were constantly challenged by the persis- 
tent demand for supporting data,"forcing them to think through their value 
judgments more critically than they had ever done before. There was suffi- 
cient student involvement in real-world problems and intense interest not 
only in class but'on the campus as well. I am sure that other teachers can 
successfully use the same basicsyllabus and techniques that were developed . 
for this experimental course. * * I 



Role Playing in 
Teaching Economics^ 

Deepening Responsibility and Understanding at the University Leveflfl^ 



Myron L Joseph 

Carnegie-Mellon University, Pittsburgh, Pennsylvania 

Introduction 

s % 

Teaching basic economics can be a very frustrating experience, particu- 
larly if on&'s goal Is to help students understand and formulate critical 
ccncernmg^igntfk^nb-eeenemie policy-issues.- For one -thing; 
they arrive on the scene with many beliefs that they cling to with an un- 
shakable faith. Even more important as a teaching problem is student indife 
ference: a compound of "Why worry? Everything is fine the way it is" and '1 
couldn't do anything ab6ut it anyway." Students are reluctant to define . 
, issues in terms of broad social goals when they are so very much involved in 
trying to 'achieve their short-rtm personal ends. 

Most students are extremely reluctant to apply the economic analysis ^! 
taught in the classroom 'to problems of any complexity. When they are * 
graduated tjhey shed with ease the theory we labor so hard to teac^i, and all 
that remains is a smattering of 'half-remembered terms. Once back irf the 
real world they know what is right without the aid of economics. 

Jf we are to convince our studenfs that economic analysis will help 
them .understand their environment, we will have to aim fof rijpr^than an^ 
intellectual understanding of the subject matter. Learning is not.enough. 
Economics must be accepted by students before they will use'it outside the 
classroom. If our teaching is' to have any effect we must change strongly^ 
held beliefs and attitudes that may not .be susceptible to reason alone. Stu- 
dent acceptance of economics ^may require more concern with persuasion 
and effective communication than most of us have shown. We must do 

■ ■ ■•- •: - -\ ■ . 
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more' than demonstrate the cold,, clear force of our logic in the traditional 
authoritarian pattern of handing down the truth from on high. VVe must ex- 
periment {with new teaching techniques and take whatever steps we can Jo 
help economic learning survive beyond the end of the semester. „ 

There are many ways to avoid the limitations inherent in the one-way 
communication pattern of the? traditional lecture. The Socratic discussion 
technique, student projects, and debates all help to involve students in the 
learning process so Jhaj they become partners rather than antagonists of the 
instructor. There is a great deal of evidence that under some conditions 
^earning and acceptance may be improved by active student participation 
'induced by role playing or by other devices. The mediating mechanisms are 
-not completely understood, but group cohesion, heightened attention, im- 
proved comprehension, and' the emotional coitffttt~6f the experience are 
among the factors that may be involved. 1 : -' r ~ ~v 

I have tried to provide a number of participative learning experiences 
for students by placing them in role-playing situations. The teaching ex- 
JP e ri menfe 1 jy_j!!. jes cjjfe were conducted oyer a n umber of_years_in elemen- 
tary, economics an3 laHoTeconomics classes. They appear to havehidT 
stronger impact on my studatf& than anything else I have done. The roie- 
playing experiments heightenSfcfcudent interest and facilitated learning'and ' 
acceptance of unfamiliar concepts. They provided a basis for repeated rein- * 
forcement as students referred back to their role-playing experiences when 
related subjects were discussed in class. The active student participation in 
the experiments helped to break down the barriers to effective student- 
teacher communication. The experiments were repeated this year by several 
of my colleagues, and their experiences paralleled my own. / 

Market Price Determination 

Students have a very difficult time understanding the concept of a 
, market price. There is no problem with the algebra or graphics, but students 
perceive a startling % difference between, the wprld as they know it and the 
economics text, Everyone knows that the seller sets the price for his pro- 
duct, so what sense dbes it rn^ke to assume that the competitive firm must 
accept the market price Xeiven. The student can see that market price, as 
we define it, equates supply\nd demand and clears the market, in the rather 
special sense in whieh we use that phrase. But he finds it very difficult to^ 
translate % nicely intersecting curves into something that can be applied to* — 
the world outside the classroom.* The result, in my experience^ has been to 
make^ the student' highly resistivXto analysis that depends op market- 
determined prices. In an attempt to m>ke market analysis more meaningful,, * # 
I constructed a highly simplified market and gave the students a chance to 
participate in the determination of a market price. In preparation for the ex- 
ercise, I made up buy and sell instructions that were based on demand and 
supply functions that intersected at a price of $1.80 per bushel (Table 1). 
The instructors were to "buy.r,0<50 bushels of wheat for not more than" or 



to "sell 1,000 bushels of wheat for not less than" the specified price." At the 
$1.80 price twenty-four transactions were possible and eight buyers and 
eight sellers wer£ excluded from the market by their instructions. 



TABLE 1. Distribution of Buy and Sell Instructions - 
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Two classes were brought together in a room irj which all seats had 
been pushed to the walls. One class was designated as buyers and the other 
as sellers? and the* foil owing- instructions were distributed: 

You are about to. participate in the operation of a corftmodity 
market. Yau will be given an order to buy or sell .1,000 bushels of 
wheat under dertain conditions-. .In general you should not reveal your 
instructions to any of the other dealersrunless" you have a particular 

, reason forcing so. You should consider yourself to be an agent, act- 
ing in behalf of a client who has given you specific instructions. You 

" haye an obligation to do as well as you'can for your client, and you 
are not permitted to violate Jhe instructions. 

* When the market opens, at the signal of the instructor, you may 
proceed to c!arry out your order, Puyers will be identified by handker- 
chiefs on their left arms. A transaction is completed when a single 
buyer and a single seller agree on the terms of a sale. As soon as you 
complet| a transaction, report to the instructor so thathe may record 
and report your transaction. As soon as your transaction is reported^ 
you should tum in your buy or sell orderand xeceivea new one.of the 
same kind. You may broceed immediately to complete a new transact . 
«; tion.iniaccordarice with your new order. If you are unable to complete 
a transaction within ten minutes, you may obtain a new order from 
your instructor. . 

When the market is closed,, the instructor will determine and 
report ^Whether the buyers or sellers have represented their clients 
more successfully. % **> * 

% When the students had a chance/to make suxe they understood the in- 
9 



^ structions, the market was started. They were free to circulate m the class 
and make purchases or sales at any time, as long as the transactions were 
consistent with their buy and sell orders. As soon as a sale was reported, the 
instructor recorded \t on the blackboard and announcedit to the class. The 
student then turned in the order to the other instructor , and received a 
replacement. ^ ' 

A few of the Buy and sell instructions were left over at the beginning of 
the market, ano^hey were given out as transactions took place and instruc- 
tions were turned in. In the? process of redistribution the orders were shuf- 
fled so that the students could not know when they received a new order in 
what transaction it had been used previously. The process maintained a 
fairly constant set of marrket conditions over the market period,, although 
there were undoubtedly some shifts caused by the lag in repotting and- 
feeding orders back info the market. * * 

A record of one of these experiments is reproduced in Table 2. • < 
» * 

Table 2. Distribution ©^Transactions ' * 
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.After an initial scattering of transactions, prices tended to move 
^ quickly toward the theoretical equilibrium. By the time the period was 
v Qver, almost all transactions were at or very near to the equilibrium price. 
In subsequent experiments we recorded t\e transactions for each ten-minpte 
period on a separate section ofthe board.. The stuole/tfs were then able to 
* observe the changing distribution of prices over time. My impression is that 
this technique speeded the concentration toward the equilibrium price. 

One surprising aspect of an experiment of this type .is how seriously the 
students took their roles. They bargained vigorously and were very anxious 
to learn which class had best represented their "clients" when the market was 
dosed. We were forced to permit anyone who was unable t6 complete a 
transaction within' ten minutes to obtain a new order, because, we 
discovered in one of the early experiments that frustrated students/Whose 1 
instructions effectively excluded them from the market, finally ignored their 
buy and sell orders in order to participate actively. 

- * - , « 
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. sttated ehat$&g fr^^e^i^^ markefSft 'J_ " . _ „ . 

, the ISdividua^ own ex- ■ ^ 

perience* .how.'si^Jy imd.ejgji^ f?nc£\ : With trtTs./,: ,* . - j ^ 

V background they were ^ "V 

matiort, factor mobiMty/>n^^ . ^ VV^j3. 

The e^pe^Lment made a sE^bfig: Shpresgtih on sUttjprite, Vnd they;^ * j 

ref erred J^kW^ ■ 
. them to undented and pro- ^ . - ^ 
duction, and to comprehend the competitive firm^ihability to deviate from . J- 
the market price.. The acceptance- of these/.co_rKe4^ts..as^s^^hH}g more 
significant thart ah" ra.^ 

comparison of cbmpetitiye^ar^ets^^^ " 
for ^elated policy discussions. T^S^afe^f course, my suljfecGve" evalua- 1^, ' 
tions of the experience, since .We <Jfd not run a qonttolled. experiment. * 
However, I am convinced that staifetrts wjjio participated] in these markets * * 

m will remember the experience and the major ide^as tha^ were developed frqm 
them long after the analysis that was taught more traditionally has ceased to 
have any real meaning. 

Oligopoly Pricing , 

The Paj|pg problems o| large firms are rernote f rbm the experience, of 
the urtdergraduate students. We. designed a role-playing situation that let 
them experience the instability of an t ohgopoly and the pricing problems 
faced by a firm with a small number of large rompetitors. Through par- x * ' 

* tieipation^hey learned of the strong temptation ^to cut prices when fixed ^ 
costs* are high, and they learned of the impact of price competition on 

> oligopoly profits. They were able to feel the pressure t?o collude.. 

As background for the experiment, we described an industry with three 
. identical firms competing for the market. The demand for the product was . 
assumed to be relatively inelastic, and the marginal production "cost was 

* assumed to ; be low relative to the prevailing price and constant. We ex- 
rijaijied that firrhs could choose to sell at a high (H) x price of $4 or at a low « 
(L) price of $3. Under these assumptions the class estimated the distribution 

of sales among the firms for each combination of high and'low prices. Then, ^ r 
using an explicit cost function posts' - $65 + sales x\$l), they calculated 
the^prof it that would result from each price pattern r ,The sales and profits 
alternatives for all combinations of high and low prices are presented in 
TableS. \i 1 * / ' \ 

A simplified table showing only the profit alternatives for different . 
g price combinations was placed on the board. The class was arranged in l} 
groups of three, each student representing a single firrri. They were asked to 
study the profit possibilities and to try to make as much money as possible 
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TABLE Sales an4j»rofits for Combinations of High^H =s $4) and Low(L = $3) 
^ r Unit Prices (costs = ^65 + sales x $1) / 
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4 for their respective firms through a serWof fifteen or twenty price-setting 
- (high or low) decisions. .The instructor promised to identify ihe most suc- 
cessful business operator in the class at the end .of the experiment. The 
' Students .in each group were instructed to make their price decisions in- 
dependently and without any communication. After each of the three had 
selected and noted a price, they were told to reveal the decisions to each 
other aind to record the pro fits th ey r fad ea rned af indicated by the table oft 
the"T)bara7Tfiis procedure was repeated~untii the experiment was- con-~ 
eluded. * - t 

One-third of -the groups was asked to set the initial price for all firrns at 
the high level, one-third at the low leyel, and one-third was not given any 
binding initial conditions. The predominant result was thatajl three firms 
were f dreed into the low profit alternative. *Most of the groups that started 
selling at the higK price fell off the plateau, and were unable to return to it. 
The other groups wereyarely able to attain the uniform high price structure. 
Although the students jfrere asked not to. communicate, there were friany 
audible comments Concerning the cupidity, stupidity, and ancestry of the 
participants. After the'students had made %bout fifteen to twenty price decic 
sions, the experiment was terminated and the frequency of different priced 
pattemswas reported to the class." The experiment was; then repeated, but 
the students in each group were allowed to communicate freely before each 
price decision. Under these conditons,a majority of the groups succeeded in 
^maintaining a uniform high price level for fourteen of the fifteen price deci- 
sions. But a substantial numbe^were unable td*tollude or found that their 
agreements broke down aftej/a few decisions. 

These were not coritroifed experiments, and I make no- clairn tfcat they 
shed^ny light on thebeh/vior of oligopoly price makers. But tfcey did give 
\the students an intense experience that made tHe economic analysis of 
oligopoly behavior more meaningful. The students analyzed trie experimen- 
tal conditions an4 assessed the importance of a<2mand>lasticity, product 
Substitution, cbmr^nicatiorr; the cost function, and thefrmotivatidnsjih -ex- 
plaining fheir rol^t behavior., Jhey saw collusive agreements break ddwn 
and felt,the frustration of -not being aBle to raise a price when it-was clearly 
in the interest of all firms in the industry ta do s6. After their experience, it 
was not difficult for them to understand the role of a price leader or the 



significance of tacit collusion. The experiment and the discussions that 
followed provided a dramatic background for the analysis of antitrust 
policies in a learning context very different from the traditional author- 
itarian presentation of subject matter. An jexperience of thrs kind helps to 
breakdown inhibitions and communication blocks in th^ciasstoorfi, The 
entire course gained through increased interest in the subject mattered the ' 
students' involvement in the learning process. 

Labor-Management Disputes * 

* Role placing can be used to help students understand the attitudes and 
perceptions of individuals whose points of view differ substantially from 
theif own. Students from upper- and middle-class families find it difficult to 
understand the basis for conflict between union and management. There is a 
tendency to believe that one party (usually the union) does not really under- 
stand the situation and that if only the facts coijld be clarified most disputes 
would disappear. I have used detailed case material to provide a context for 
student assumption of union and management: roles in grievance negotia- 
tions. I distribute the case materials and assign the students, in grpups of six 
to eight, to roles as members of a union or management committee. I ask 
each group to, meet for not more than two hours to attempt to Aesolve the 
dispute in the background readings. They meet withotft supervision, and 
from reports I have received they seem to throw themselves iruo the as- 
Signed roles with enthusiasm. 

At the fiext class meeting I ask for an oral report frorti each group. A 
representative of one v of the committees volunteers to summarize -the discus- 
sions and whatever partial agreement or definition of the issues the group 

* arrn&d at. The volunteer is usually chagrined to discoyer tliat members of 
the opposing committee are unwilling to accept the summary aiyd insi'st on 
presenting their own views of the negotiations. There are °frequent 

. disagreements over the details of settlements and on some occasions over 
whether any agreement "Was actually reached. When alj the groups have 

; Sported but before any general c^scussion of the substantive issues, I ask 

1 thestudents to step out of their roles' and indicate by secret ballot which side 
of the dispute they believe was rj|j^.When the votes are tallied tfaere is 
some surprise expressed at ffie substantial vote for the union position. I then 
ask the students to indicate; how they vot^d and whether they took a union 
or management role in the negotiations. Oft each occasion that I have used * 
this exercise, ^substantial fraction of the students who took union roles 
voted for the union positidn and almost without exception those who 
played management roles Voted for management. The students learned^ 
about the process of negotiation and improved their understanding of the * 

, substantive issues in dispute. But the most significant impact of the ex- 
fferience on the students was their realization that the role they played^af- 

K fepted their perceptions and evaluations of the situation. 



Summary and Conclusions 

The role-playing experiments I have described were all designed to ac- 
complish learning through an experience that was at least in part emotional. 
They depended on self-learning ancfon active student participation in the 
learning process. The major concepts an£ ideas that were developed 
through the experiments were not complex, and in each case they could 
probably be set down in relatively, few words. These experiments, and 
others like them, involved a substantial investment in student time that " 
cpuld have been used to presehfadditional subject matter. My view that in- 
vestments of this type are worthwhile is based on a judgment that our 
highest priority task is to increase our impact on students. ; 

Role playing and relate<L|jrticipative techniques appear to offer the 
possibility of deepening the lSPing that' takes place and of increasing the 
acceptance o.f economics. Students seem tb remember their role-playing ex- 
periences long after they leave the class, and my experience indicates that 
student involvement can improve our teaching through better comprehen- 
sion, stronger interest, more self -learning, and improved student-teacher 
communica tion . My o xp e ri mgnte-s ugge s t that -parHetpattv^e 



be used effectively in econonlic education 
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Development Game 
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Introduction • 

The activity was used in a lower^ghsion course in economic principles 
(Economics 231 -Principles of Economics III), taught during the spring 
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quarter of 1970-71. The 124 students in the course were divided into thirty 
teams, each team being charged with representmg-the fiscal and monetary 
authority within a developing country, with primary dependence on a 
single export crop for foreign exchange earnings. The team was charged 
-with making all fiscal and monetary decisions to achieve the goal of max; 
imizing per capita real income, starting from an identical base. The students 
represented each of the eight colleges on campus, ancfefeach of the four 
classes. 

The Game 

The game is a modified IS-LM model, with a capital market, a labor 
market, a government bond market, artd a foreign goods and capital market 
for each of twelve sectors? Each sector is determined separately; the -twelve 
sectors are then aggregated, and the summed values are the economy-wide 
values. Thus, the; students' policy, as well as the parameters within the sec- 
, '-"tar?, may vary. ' ■ 

Tbe capacity-output level of each sector is determined by a.Cobb- 
M .fiQugUaJype prod uj ^ipnjuncijgn, using capital, lafror, educational spend- 
ing, and social overhead spending as Inputs, with cumulative technical 
progress. The production function has increasing returns. s ' 

THe rate of price change is cJetermined'by th* difference between the 
level of money income and the level of capacity available, with prises begin- 
ning to risebefore the capacity level is reached. The money suppfy ppterates* 
on the system with a one-period lag. That is, ,the demand for money for f 
transactions purposes is determined by last^riod's income, with the resid- 
ual between the supply of money and the transaction demand, called the 
speculative demand, determining fhe interest, rate in.this pyiod. 

Profits are calculated a?- a residual, being income after wage costs, * 
capital costs x »ai)cI taxes have been paid. The remajningjvariables are treated 
normally. • a ' * 

The Decisions pf the Student ' .% ^ • 

Students , must make two sets of decisions:, economy-wide decisions, 
\ which are* essentially monetary policy decisions, and sector decisions, 
which affect t each secftor separately* and -are essentially fiscal decisions.- 
There are eight economy-wide decisions and seven sets of twelve (one for 
each sector), sector decisons, making as*many as jiinety-two separate deci- 
sions, or as few as fifteen' decisions if all sect&rs are treated identically. The 
decisions are presentedin Table 1. • ? 

' • . Economy-wide Decisions % 

. 1. Total spending on population Control. Here the students decid^ if 
they wish/to reduce the rate of population growth in the society: If they dp, 
then they must decide how much money to spend doing it', bearing in mind 

that it,will take increasingly larger sums of money to bring about given de- 

<? 
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TABtE Verbal Definition anjl FORTRAN Designation of 'Policy 
<• Parameters Co ntrolled by Students 

Economy* 

wlde Definitions } Sector" 

1. Total of Sfjending on population control (1.00 fo Jhe 

size- of the government budget/ / 
2., -forti'ori*of IMF quota to be monetized (.001/1.00) 

3. Portion of foreign exchange holdings be/monetized 
' ' (.10-100.00) * * 

4. Portion of Gapital inflow monetized (0.00-100.0Q) ' 

5. Portion of deficit to be financed by pririting/money 
(0.00-1.00) 4 . • 

6. . Flexible exchange rates (0.0 = fixed rates. 
r * 1 .0 = flexible rates) m 

7. Open market operation (1.0 it the student wfehes tp 

use, 0.0 if not) * $ 

8. Size of operation (plus '= purchase,^ minus = sale) 

Sales or purchases cannot exceed the available 

supply of bonds jipt currently ovyned by the central ' J 
<^r^~^^~^*~ ■ t, — a *r~ — ' " ' 



Government spending by sector (0.0 to size of 
Vbudget) " " . - t , ' 1(N) 
- Marginal income tax rate (+,00 to + .99) # 2(M) - 
> Marginal tax on imports (+ .00 to + .99) / *3(N) ? x 
Marginal tax on exports '(+ .00 to .+ .99) , , ^ 4(N) 
Marginal tax on profits (+ .00 to + ,99) 5(N) * 
Government sppndingybn educaticJn^O.OO to size of 
- budget) - # . ./T" \ / ^ 6 (N)' 
Minimum yvage set by sectCtf70:00- 10,00(3.00) % 7(N) 

5 = y - ; 7* V • 

dines in the rate of growth. If they spend $80, 000, for instance, the popular 
tionwfll grow at 4.227 percent. The limits of this value areVvert in Tatyel., 

2. Portion of IMF quota to be monetized. The IMF* quota *is the 
amount of gold, et6., this country^has on dep9sit.with the Internatipnal 
Monetary Fund. This decision means that a given pdrtipn of this gold, e£c. v . 
will be used as backing for the country's printing of money which will l>e 
allowed to circulate. * * *\ - *' * y 

3. Portion of foreign exchfmg^ holdings to he mpnetized. 'This is Jthe - 
portio%of the country's holdings of other currencies and gold; which is be* 
ing used as backing for the money which will be allowed jtd be printed. For 
instance, for each $100 worth of gold the country has, 'it coulpl issue^$10 or- 
$500 of money. Recall, however, that morejmoney willtend to &jak$ prices • 
rise, rnaking imports cheaper and ^exports more expensive, causing the 
balance of trade to become negative and causing gold to-flaw, out?of the* 
country.* v ^ l 



^ 4. Portion of capital inflow monetized. This is the portion of the 
m . capital which flowed into the country from abroad in the last period against 
♦ which money will be printed. The same caution is made as in number 3 

above. . - t , ' . . 0 • 

. * 5. Portion of deficit to be financed by printing money. This is the' 
„ portion of the government deficit in the previous period whicn will be paid 
9 for by printing money. Whatever is left over here will be financed by issuing 
government bonds which people may or may not buy. The central bank has 
agreed to buy all .the bonds the public does not buy. But, the government 
must pay interest on these bonds. ' . \ - > 

6. Flexible exchange rates. If students wish to have flexible exchange ' 

• •rates, they place' 1.0 in these columns. If they wish to remain on fixed ex* 
ch^hge rates* they place a 0.0 in these columns. 

x 7. ' Open market operations. If students wish to use open market 
operations to affect the supply of money they place l^in these, columns. If 
f not, they ptace 0.0 and the Central Bank,buys all bonas not bought by the 
K public. * , * 

8. Sux of the operation. Students put down the numbertaf bonds 1 and 

* directional us "sign signifies purchase;, minus, sale) of the operation. 

^^^^I^Sector Decisions 

*fc ' Government spending by sector. For each sector the student must 
determine how much the government js going to spend on noneducation 
items, such as roads, dams, etc., which will affect the sector's capacity to 
produce output. * 

2. Marginal income tax rate by sectoroFov each sector the students 
must determine what percentage of income they want to cpllect in taxes. 

3. Marginal tax on imports by s ector. For each sector students must 



determine whether (and how much) to tax imported goods and services. 

4. Marginal tax on exports by sector. For each sector students ifiust 
determine whether {and how, much) to tax -the exports of the country. 
Although this is not allowet^y the U.S. Constitution, there are many coun- 
tries where export taxes.are permitted. * 

5. Marginal tax on profit for each sector. For each sector students 
must determine whether (aftd now much) to tax profits. Recall that profits 
are to a large extent reinvested and increase the capacity to produce income 
in the next period. m m . 

6'. Goverfiment spending on education by sector. For each sector 
students must determine how much is going to be spent on education. 
Educatioit here is similar to technical training and affects the marginal pro- 
duct of*the labor used in producing output. • v " 

7. Minimum wage by sector. For each sector students may set a, 
minimum wage. •, " 

Operations of the Gante , 

The students were required to submit each week a key-punched set of 



thirteen computer cards with their decisions. Students were aware that any 
key-punching errors made would not Be corrected, hence few were made. 
Each group of students ihet at a convenient time outside of class to discuss 
strategy. The instructor was available during mtich of this time to consult 
with the students, either in person or by pheme, About thirty hours were 
used in this manner. - 

After the cards were turned in, the computer program,was run and the 
results distributed to the students at the next class peri*4r Discussions were 
then held during part of this period concerning the previous decisions and 
their effect. 

' - /, 

The Results 

The results obtained from this game can be broken down into three 
areas. First, the level of understanding of the students with regard to the im- 
plication of policy measures was revealed by the computer printouts.jThey 
showed that real per capita income was increased to several tirills the 
original level. 

The second area is that of interest. Many additional hours of wdrk 
were put in by the teams in preparing for Uieir strategy sessions, including 
making assignments within* their own group to read and.be prepared to 
analyze some specific points in t'he text. The grading' of the game was ac- 
complished by each team member rarfking all other members of the team 
and assigning a percentage of the total points (this nuiriber was unknown to 
them) to each member. Hence, the team members had to impress their col- 
leagues and not the instructor. * 

The third area was in the average grade on tests deluding the game 
point s ) , This - cla ss of 12 4 students did, on the average, 8 percent better on 
each exam than did any other large section I have ever taught. Interestingly, 
there were 50 percent fewer failures in tKis class than in my previous large 
classes and nearly 30 percent more Afe and B's. The total effect of the game 
grade was to' raise student grades one-third of one letter at a maximum and 
to reduce grades by one-third of one letter at a minimum. Along this same 
line, 85 percent of the students indicated a desire to take another economics 
course, compared witJy75 percent 'for other .large sections. 

" fn comparing test scores* with game results, two tests were used. First, 
the pnk of the average test scores for each team of students was correlated 
with the rank of the team's game results. This yielded a significant rank cor- 
relation coefficient (Spearman's) of .761. 'Second, and even more signifi- 
'carit, was the correlation of individual students' grades with the average of 
the ranking of their teammates. This yielded a simple r of .875. Both 
pleasures indicate that there is high correlation between performanceJn the 
game and performance on the exams. 'Of course, it stiquld be ndted that / 
both of these measures are closely related to Ihelevel of intelligence. 
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Introduction 



In the winter of 1974,^1 found myself in a neW lo8ation, amfjng uitr 
familiar face?, and aboitt to start my teaching career. Teaching principles of 
^ economics while in graduate school and soliciting the advice of Seasoned 
^ ^ professdrs had not prepared me for the lecturing doldrums whi$h occurred 
halfway through my first Course cyni money and banking. Students 'began 
asking m£ what monetary .theoryjfoad to do with anything in jhY "real 
world," and I began asking myself what my previous objectiQn had been to 
injecting a more institutional emphasis in this course. ^ 

* In retrospect, a theoretical as opposed to an institutional emphasis was 
r not the £ nror. What was missing* in my course was some display of ap- 
plicability or "relevance," some way of making Ijie St. Louis multiplier ex- 
' citing to the average college student, and some way of making money and 
banking a memorable educational experience— one tha$ would stay with 
students after graduation and be of benefit to them in their day-tonday lives. 

— The task of designing a course thai f ulfills these goals and at t he same time 

«, teaches economic theory was indeed a challenge. . ^ 

* The problem is that the material .contained in most money and banking 
v . ^courses can be boxing to many students, particularly thosfc not ihclined to 
\ appreciate the esthetic qualities o£ T-accoun|s or the mathematical elegance 
> : of sixnultaneous equation solutions. One really bad lecture, with the time 
> \ *" and potential for others; just adds to the tedium unless students see the 
'? necessity for the drier aspects of theory. Jhe Federal, Open Market Commit- 
ter (FOMC) simulation, as an integral parfbf thfe f course, is one way of en- 
suring that students see the necessity of theory and theexcitmg'role it, plays 
V in pfolicy-making situations. . 

The FOMC Simulation 

' ~ Several factors are .important when analyzing the effect of*the FOMC 
k simulation on student learning. First, the FOMG simulation's, one-quarter 

g%>" • • -.. 
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oPthe course and of the student's grade. Second, the simulation represents a 
1 second'generation in simulati6n design. Third, the simulation reinforces 
and draws upon what students learn in the rest of the course. The effefct of 
the FOMC simulation on : ,student learning is examined with both soil and 
. hard statistical evidence. * / 

* - Students were required, to purchase two books for the /course: 

S\mpson\Motie&and Economic Analysis and Bartlett and Amsle^s A Wall 

* Street Journal Journal The textbook is theoretically oriented./ The WSJ 
Journal serves as a workbook and analytical guide for the Wall Street Jour- 
,nal r to which students are required to subscribe. | j 

The course is outlined in a very traditional manner except that after ex- 
amining the GNP accounts briefly, students are introduced to a very simple 
, Keynesiari model. The early introduction of a macro model is done for twQ 
reasons. First, intermediate macro is a prerequisite for money and banking. 
To maintain continuity, it is important to establish the link between macro- 
economics and^mone'tary theory early in the course. Second;' the early use 
of even a very simple macro model is a prerequisite for 1 the FOMC simula- 
tion. Students need some analytical framework to start with' and to build ■ 
upon. Throughout the course the emphasis in lectures is theoretical. 
4 Students are tested on this material over the course of the semester with 
* minitests. f|hese are forty-miqute tests on material discussed in the bpok 
. 1 and developed in class. Students are allowed to drop their lowest grade of 

five on the minitest. At the end of the semester, students are tested again but 
only over the specific material, on the piinitest. Thus, their final exam is a 
modification of questions previously asked. Tnis traditional approach to 
the material and testing of the students' understanding of.it accounts for 50 

percent of their grade. « > ; * — - — 

The remaining portion of a student's grade is determined either directly 
% or jndirectly by the FOMfr simulation. There are four, or five FOMC ~ 
simulations throughout the semester, depending on the schedule. Students 
are required to participate in four. They are graded-on five things: dg- 
t meanot, accuracy of 'facts, plausibility, of analysis, adequacy of policy sug- 
gestions, and responses. A simple grading sheet facilitates the grading pro* * 
cedure. Atthe end of the semester each stutfent must write a position paper 
. which .mirrors much of the simulation, giving students a second chance to 
learn the material. It is^premature to discuss this aspect of the course afthis 
time, and an elaboration /on these experiences- will follow in due course. 

The Design of the FOMC Simulation 

As can -be surmised from tfie time allpted the simulation and the effort 
required for a position paper, the FOMC simulation plays i key rt)le in af- 
fecting student learning. In essence it serves as a bridge between thev 
economic theory they are learning in class and from personal study and the > 
use of theoif in the "real world.^Unlike most simulations used in the teach- i 
ing of economics, the FOMC simulation is synergistic; that is) it is specifi- 
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Cally designed to incorporate three different simulation techniques and to 
builcl upon the cumulative nature of the learning process as outlined by 
Bloom in his taxonomy of educational objectives. A rationale for this design 
is developed after reviewing the inconclusive finings of traditional simula- 
tions and adapting Bloom's taxonomy to fit the nuances of economic 
theory. \ 

I spent four years developing this approach, and much of my' work was 
supported by the Denison Simulation Center fuftdjed by^theJJlly.Btdow- 
ment, Incorporated. The center, provided assistants, released time, and 
travel money. The work was presented in various stages of development at 
several conferences apd has been published. In addition, a former student, 
Christine E. Amsler, funded by the center, worked closely with me on these 
projects. Denison University has been very supportive of my research ef- 
forts in developing effective teaching techniques. 

Goals of the FOMC Simulation 

The overall purpose of the FOMC -simulation is to reinforce students' 
understanding of monetary theory and financial institutions and to il- 
lustrate how monetary policy in the United States is made and executed. In 
specific terms, the three main objectives of the FOMC simulation are tc£ t> 

t . V3 

• Describe the purposes and functions of the Federal Reserve system and 
to familiarize students with basic economic information available in 

■ public media; ♦ * 

• Illustrate the role macroeconomic,theory plays in policymaking' and to 
give students an opportunity to use the models they learned in class; 

• Have students apply their fundamental understanding of facts and 
models ko ju^ge for themselves the relative merits of policy actions 

• reported in the press. 

Each of these objectives parallels a stage in the learning process and an 
- aspect of the policymaking environment as discussed in the rationale. The 
% FOMC is synergistic in that these objectives are met by simultaneously us- 

ipg, the simulation techniques of case study, model building, and<role play- 

- ; ■ • : f .. 

The Classroom Experience of the FOMC Simulation 

In brief ajhe FOMC simulation is^n enactment of the FOMC meetings 
actually held in Washington. Eleven to forty-four students can participate 
at each ofttie triweekly meetings. Each session lasts for an hour. Students 
prepare ior the simulation by clipping articles from the most recent issues of 
the Wall Street Journal The workbook hdps them to recognize which ar- 
ticles are important and provides them wit|t tables for recording informa- 
tion as well as with "charts on which to plot*he entries so that trends can be 



^qbserved and followed. Space is provided for pasting the articles in for 
^dture reference in the simulation. Thus, all the students have up-to-date 
and identical pieces of information. The common grotind facilitates discus- 
sion. " \ 

Students also prepare for the simulation by research^ their assigned 
rol^s as committee or staff members. They analyze the facts collected from 
the Journal within the theoretical frameworks learned in clasT and from the 
political perspective of the committee member. As the course prpgresse^the 
analytica^preparafcion is expected to become more sophisticated. 

I prepared for class by updating my own WSJ Journal and by filling out 
the grading sheets. I paid particular attention to releases of the chairman of 
the FederaKReserve Board, since that was my role. 

At each meeting, different members of the committee are responsible 
for different sectors of the economy, as outlined in the WSJ Journal 
Members of tfie committee or their staffs must brief the entire committee on 
the etirrent econohuc situation within their sector,, give their analysis of « 
these development predict future trends, and suggest policy courses/, 

• When all ten of t$? three- to five-minute presentations are complete, discus- * 
sion takes place until a consensus for .policy action is reached. The views of 
the chairman are 'always made known. , 

The atmosphere for these meetings is set in several ways. First, the 
room is set up for a conference. If a large conference table is not available, 

• members oHhe FOMC sit in an inner ring of chairs provided with name 
plates. Staff members are seated in an'outer circle near their assigned com- 
mittee member,, who acts as the group's head in large classes. The mood of 
gravity is lurther enhanced by requiring students to wear businesslike attire, 

• to address the committee formally from a podium, ^nd \o stay within 
assigned roles. 

A Final Effort 

The debate between particular committed members] in keeping with 
their assigned roles, can be time consuming, and not all students are permit- ' 
ted to engage in the discussion. Thus, at the end of the semester* after ex- 
periencing at least four FOMC simulations, students must write a position 
paper o^no more than fifteen pages. The paper is divided into three sections 
.which parallel the simulation presentations. Unlike fyeir earlier presenta- 
tions, however, students are responsibje for every sector in the ecohomy. 
Information for the first section, which reviews the current economic situa- 
tion^ f s * taken from the WSJ Journal. Their reviews focus on the economic 
events of the last quarter as compared to the same quarter of the previous 
year. In the next section of the paper, this jnformation is analyzed within a . 
macrbeconomic model. The degree of difficulty or sophistication in their 
analysis is limited by the five pages allotted 'for this section, Finally, policy 
recommendations, based \ipon their analyses are ^ad£ in the last section, ■ 
I Here students are encouraged to consider all the alternatives and state why 
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some are out of the question. So, the position paper offers students a final 
' % chance to draw the course together, to bridge the gap between fact and 
theory, and to make economics come alive. " * 

Course Summary 

' Four years of work went into designing a course for the fall of 1977. 
' Half of the course was in the traditional lecture format, and the other half 
rested heavily -upon the FOMC simulations. Students wete always given 
^ r two opportunities to learn* the material, allojvedjto drop one minitest and 
FOMC simulation, and giVen several opportunities, verbally and in >\riting, 
toiexpress what they had learned and apply it. • * 

The evidence shows that the simulation was crucial to answering the 
"relevance" question, creating excitement for the material, and providing 
students withian economic framework within which to put the facts 
reported on TV and radio news programs, news magazines* and the daily 
newspapers after they leave Denisoru " x ^ 

Evaluation 

There is ample evidence to substantiate the claim that money and 
banking as it is currently taught at Denison University meets the stated ob- 
jectives of the course. In addition, there is ample evidence that the FOMC 
singulation is effective in attaining .its specific goals and thus fulfills its role 
within the course structure. * 1 \ 

A rigorous experiment was conducted during the first semesters of 
1976-77 and 1977-78 s . Both experiments used a pre- and post-test procedure 

t o' m e asure stud e nt Teaming ov e r th e s e mest e r. Th e t e s t " was* design e d to 

measure student understanding of facts, theory, and polify-is^ues surround- 
. " ing the making of monetary policy. Th« more traditional TU£E |md TUE 
tests are inappropriate instruments for advanced undergraduate courses and 
* particularly for money and banking courses. The evaluation of the FOM£ 
'simulation, 'vwhjch controlled for such factors as age, sex, major, etc., 
showed that the simulation was an important determinant of student under- 
standing. The simulation's greatest impact was on theoretical issues. The 
evaluation also showed that 'students follow Bloom's taxonomy and do 
0 move from very basic cognitive levels, such!as, knowing facts and defini- 
tions, tt> understanding interrelationships among variables. Comprehension 
_of facts and relationships is a prerequisite for making reasonable policy 
suggestions and judging the appropriateness of current policy actions. 
0 & In terms of attitudinal changes; the 1977-78 experiment, which pooled 
' the data from the previous, year, shows that the overall course rating is a 
significant explanatory variable. This point needs elaboration. Iiv this ex-, 
periment the.students' ratings of the cpurse constitute a measure of how well 
they felt the course met its objectives and how well the lectures and simula- 
tion meshed to mee,t these objectives. The higher students rated the course, 




the more their interest in the material, increased over the term. This can be 
interpreted to mean that the simulation Was successful in bridging the gap 
between practice and theory, and thus that the material displays applica- 
bility.,, . 

Softer evidence comes from several sources. First, the student position 
. papers at the end of the course have demonstrated an amazing grasp of the 
current economic situation and an ability on the part of most- students to 
analyze it with some sophistication. Also, their policy suggestions are well 
thought out and justified, rather than being a display of emotional' or 
political rhetoric. Students themselves admit that they learned. a lot in the 
simulations adJn writing -the papers, ^very year, there is a waiting list to 
get into one bffhe two forty-studen # t sections. Finally, the grapevine is very 
effective in any undergraduate institution. This well of information says 
that the course is a lot of #vqrk but worth the effort.! 

Summary 

The Jecturing doldrums experienced over four years ago have* given 
way to a well-structured course that attempts to demonstrate the applica- 
bility of economic -theory to the^current economic situation. The vehicle 
used to transport students throughNconomic theory is the anticipation of, 
the excitement of, and the satisfaction generate^ by .the FOMC simulation'. 

. This simulation is unique in the sense tfiat it is synergistic and is 
therefore more effective in attaining its goals^Other synergistic simulations 
can be designed to fit a variety of economTcs courses, The CounciWof 
Economic Advisers is an example fef another synergistic simulation? It is de- 
signed with the same* qbject&es and format as the FOMC simulation, except 
that tHe- focus is on fiscal^ policy. Regardless of the focus, ho wever, the 
synergistic ^pprojbch to simulation in economics is a. valuable complemen- 
tary technigue^fo the traditional- lecture. 



